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II. litE ENHANCEQ IIRVICU IMRKET " COIFEIIDVE AND IHItlYING

In 1986, opponents of the Commission's proposal to remove structural

separation requirements argued that enhanced services were in their infancy and

needed protection.5 Those parties cannot rationally argue that anymore. The

enhanced services market grew from $7.5 billion in 1988 to $10.2 billion in 1991, and to

$13.6 billion in 1993.8 Insight Research estimates that revenues reached

approximately $17 billion in 1994.7 Revenues are growing at a rate of approximately

.. Jd.. at 3.
5 1M AmtndrntOt gf SIctions 64,702 of the COnvJje';oo's Bu'" and

Regulations (Third Camp_ '''1m), ,CC Docket No. 85-229, Phase I, BlPOrt and
Order, 104 FCC 2d 958, pari. 85 (1986) rCI-lU ptX' I Bgrt and Order");
"'""nndym Qpjnjgn WJd QrdIr go Fyrtblr Brtf"kitpdigo, 3 FCC Rcd 1135 (1988),
rCI-1II phi. I Eurtbtr B"IiJ"'itIrIti 0n;Jer"); Phase II, BtpQrt and Order, 2 FCC
Rcd 3072 (1987) rei-III e", 11 BsortlOd Order"); Mwnorandym Qpinjon and Order
on Baqmtidtl]ltioo, 3FCC Rcd 1150 (1988) rei-III E!b X.1I Order go
Aemnejdtretjgn"); Ph_land Ph_II, t4ImqrIncIym CAmn IIlQ Order 00 Furth.r
Aecmeideration and StcpwJ FUIItw Resoo"kt1nti«m, 4 FCC Rcd 5927 (1990) ("Cl:lll
p"•• ~ Second FudbtrB~oand Ph.' II Furlblr Btconsjdgtion").

U.S. Industrial Outtook: 1990 (p. 29-2),1992 (p. 26-1), 1994 (p. 25-2). The
Department of Commerce discontinued this publication in 1995.

7 Baport on tbt St_? oftht Enhanced Vgice & Dill Martsefp1ace, 1&94-1999,
April 1994, The Insight Research Corporation, pp. 2, 3, 85 ("Insight Research").

7



16 percent per year and are expected to reach $36 billion by the end of the decade.s

ESPs of all types are expanding into each others' markets, and art! converging and

integrating formerly discrete offerings of enhanced services in order to meet customer

demands.

The major competitors in the electronic messaginglvideotex gateway'

markets are national and international providers, many of whom have their own local

and global networks. The BOCs have been held back in these markets by the MFJ

restriction on interLATA services. Nevertheless, the BOCs are making important

contributions. In part III below, we discuss Pacific Bell's many applications of these

services which are benefiting the public.

The BOCs are major competitors for Voice Mail and Voice Store &

Forward services, which are used extensively for local and regional, in addition to

national, communications. As a result of the Commission's Computer III policy, the

BOCs have been able to help bring tremendous growth to the residential market.

These services face stiff competition from national providers, combinations of

automated and live answering services, and CPE. In part III below, we discuss Pacific

Betl's substantial contribution to this market.

'ki.
8 Electronic messaging and videotex have conv€.rged, and there are no clear

distinctions between them or their various applications.
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One of the fastest growing sections of the enhanced services market is

composed of Value Added Network ("VAN") services. The top six VANs, which control

nearly half the VAN services revenues, are BTIMCI Tymnet (Concert), SprintNet,

INFONET, GE Information Services, IBM/Sears (Advantis), and Compuserve.10 AT&T

Accunet X.25 is another major competitor. WilTel is a new entrant for X.25 service in

California and provides further evidence that this market is fully competitive. Enhanced

VAN services include online databases, electronic yellow pages, voice messaging,

electronic-mail, fax-mail, electronic data interchange ("EDI"), and enhanced protocol

and code conversion.11 VAN services are growing at a rate of approximately 15

percent annually. In 1993, the VAN market was $12 billion worldwide and $3.4 billion in

the United States. 12 IBM/Sears Advantis is an example of the fast growth of this

market; Advantis started in 1992 and now has over one million users.13

Electronic-mail ("e-mail") is growing rapidly. The compound annual

growth rate for public e-mail service from 1994-1999 is estimated at 25 percent,1. The

largest public e-mail vendors include: AT&T,Sprint, MCI,STIMCI Tymnet, GElS,

IBM/Sears Advantis, Compuserve, Prodigy, America Online, and various Internet

10 III: Insight R-.eh. pp. 52-53; "Tetecommunication Services - Industry
Overview," Information~ Co., January 1994; and "Building a Race of Global
Supercarriers," McGraw Hin, December 1994.

11 SMid...
12 Data Channels, January 31,1994.
13 Insight Research, p. 82.1. kl at 93.
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access providers.15 Mobile services are expected to grow especially fast. The market

for mobile e-mail and short message services is expected to grow from $7 million in

1995 to approximately $2 billion by 2000. E-mail services often offer electronic data

interchange and electronic document interchange rEOI") capabilities.18

The EOI market was estimated at $509.6 million in 1994. It is expected to

grow at a 35 percent compound annual growth rate through 1999.17 EOI capabilities

are used with numerous types of information, and each market area has its own set of

competitors. Competitors, in addition to Pacific Bell, who offer Health Information

Networks with EDI capabilities for either enterprises or communities include:

Ameritech/Health Network Ventures; SMS; IMS; Sprint; First Data Corporation; HBOC;

and lOX. Competitors, in addition to Pacific Bell, specifically in the California

marketplace for financial and administrative heatthcare EOI include: CyOata; Electronic

Data Systems; ENVOY; EQUIFAX; Healthtronics; and IMS.

The market for online electronic information services was approximately

$6.3 billion in 1994. Consumer online services represented about $630 million of that

total and are expected to grow at a compound annual growth rate of 30.98 percent until

1999, when the consumer market will be about $2.4 billion.1
' Fastest growing is

Compuserve. In 1994, Compuserve's revenues rose 38.2 percent to $102 million, and

15 aM iL at 49.
18 EDI is electronic store and forwarding used in business-to-business and

consumer-to-busine8s trenlllCtions to _change business transactional information and
documents in standard forrnMs. EOI is used for purchase orders, electronic funds
transfers, inventories. and many other purposes.

17 Insight Research, p. 92.1. JsL at 85.

10



its subscriber base grew 46.1 percent to over 2 million.19 Other major consumer online

services inctude Prodigy, with 2 million subscribers, America Onlin~, with 450,000

subscribers, and GElS, with 400,000 sUbscribers.2o Some believe that Microsoft will

rapidly take the lead in the provision of online services. They point out that "[i]f only 10

percent of its expected 30 million Windows 95 customers choose the recently

announced Microsoft Network, the company has the other online vendors beat. ,,21

The U.S. business online information market has 8 million customers and

is expected to grow by 80 percent this year.22 The largest online business information

and business news providers inctude: Dun & Bradstreet; Dow Jones NewslRetrieval;

Disclosure, Inc.; Mead Data Central; Newsnet; and Market Analysis and Information

Database.23

The Commission notes that "nearly 100 newspapers...are now available

electronically through competitive gateways such as America Online and Prodigy. ,,24

Numerous newspapers are now also available directly on the Intemet via numerous

Intemet access providers.25 In addition, "[n]ewspapers are launching recorded

message telephone services, interactive audiolvideo links, and online data bases in an

11 Annual Report to Stockholders, H&R Block, Inc., 1994.
20 Insight R....rch, p. 21.
21 "The Company People Love To Hate," san Francisco Chronicle, March 13,

1995, ~. 81, 3.
22 "On-Line For America," AuociIItecI Newspapers, Ltd., March 19,1995, p. 6.
23 Insight R_arch, pp. 30-33.
24 Nptiqt, n. 80.
25 SM, U, "Chronicle to take Leap to Computer Cyberspace," The Houston

Chronicte, January 15, 1916, section A, p. 1 (lists 23 other newspapers available on the
Intemet).
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effort to push their product into a wider market. ,.26 The total number of newspapers

offering some form of electronic information rose from 450 in 1991.103,200 in 1995, a

seven-fold increase.27 Even publishers known as "holdouts" in the electronic front,

including Gannett Co. and New York Times Co., are taking "major steps to prepare for

a new generation of electronic communications.H28 Gannett is forming a subsidiary to

explore electronic services. and the New York Times Co. will spend "$30 million to $40

million over the next few years on such services, including an online service at the

Boston Globe, electronic New York Times classified ads and more at its regional

dailies. ,,29

The professional subsegments (u. legal) of the online information

services segment are not expected to experience any appreciable growth through

1999. This lack of online growth, however, is not a sign of any decline in the growth of

this market. Rather, it is caused by the advent of CD-ROM competition. As more PCs

are equipped with CD-ROM capabilities, it becomes more economical to deliver less

volatile information by this medium rather than online via network services.30

There are numerous other online electronic messaginglvideotex gateway

subsegments. Many of them are relativefy new areas, and each has its own set of

competitors. For instance, in the area of multi-media development, Pacific Bell faces

26 "US Newspaper Industry Blasts Into Cyberspace," Agence France Presse,
March 16, 1995.

27kl,.

28 "1993 Ends On High Note," Editor & Publisher Magazine, January 7,1995,
News section, p. 15.

29kl,.
30 Insight Research, p. 87.
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the following competitors: Sprint (DRUMS); America Online and other online

information services; Emass; Clarion and other mass storage syst~s; Syquest and

other CPE storage devices; Westlight and other stock houses; Kodak Picture

Exchange; Picture Network International and other online image and audio datllbases;

and PressLink and other news photo services. Other potential multi-media

development competitors in California include: RenderRing; Microsoft; Sony; Knight

Ridder; Reuters; Dow Jones; Sun Microsystems; Click 3X; Coconut Computing, Inc.;

Buzz Image Group; and Co-Net Communications, Inc. In the area of store and forward

distribution of movies to theaters, Pacific Bell faces the following potential competitors

in California: Alestel Network Systems; Bell Attantic and other BOCs; Hughes/JVC;

AT&T and other IXCs and CAPs; and Qualcomm and other satellite-based services.

B. Voica Mlil And VolM lten & Forward hrvicn

In 1986, the Commission found that structural separation requirements

h8d "prevented consumers, and particularly small-business and residential consumers,"

from being offered network-based voice messaging services.31 The rapid development

of these services since the CommissiOn's removal of structural separation requirements

shows that the Commission was right. If the Commission retains its policy of allowing

enhanced service integration, the market is expected to continue its rapid expansion.

31 CHII Pb_1 Begprt and Order, para. 90.
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From 1989 to 1991, users of voice messaging equipment grew from 5.3

million to 11.6 million.32 The voice messaging market segment grew from $665 million

in 1989 to $1.1 billion in 1991, and to $1.54 billion in 1994. The market is expected to

grow to over $3 billion by 2000, with forecasted annual growth of 12.7 percent.33 In

addition to the BOCs, major competitors include Tigon (Octet), Voice-Tel, Voice.Com,~

and MCI.3s There also are approximately 4,000 voice messaging and live answering

firms in the United States.36 As fast as the general voice messaging market is growing,

mobile voice mail service is expected to grow much faster, multiplying 1112 times to

reach $7.2 billion in the United States and 17 times to $8.6 billion in Europe by the year

2000.,,37

Interactive voice response and audiotex services are expected to continue

to increase at a compound annual growth rate of 30 percent, from $1.95 billion in 1994

to $7.24 billion in 1999.38 In addition to BOCs, major competitors include Call

Interactive, InfoAccess, Scherers Communications, and U.S. AUdiotex.3s

32 NATA, 1991 Telecommunications Market Review and Forecast, p. 135.
33 NATA, 1993-94 Telecommunications tMrket Review and Forecast, p. 171.

Frost &Sullivan, "U.S. Voioe Me.aging Services Markets," Report 5172-63, December
1994 ("Frost &Sullivan"). Insight R_rch expects public voice mail service to grow at
a compound annual growth rate of 25.94 percent and reach $4.4 billion by 1999.
Insight R....rch, p. 85.

~ Insight Research, p. 44.
35 Frost & Sullivan, 1994, pp. 4-31, 9-17, 9.18.
38 Jd. at 5-2.
37 "Valu.Added Mobile Services to be Worth $25.6 Billion by Year 2000, Study

Says," Mobile Phone News, February 6, 1995.
31 Insight Research, p. 85.
39 ki..at41.
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The total voice messaging services market can be divided into three

segments: 1) nationwide; 2) local and regional; and 3) cellular. N,tionwide

sUbsegments are 1) interexchange carriers and 2) service bureaus. Local and regional

subsegments are 1) the BOCs, 2) independent LECs, and 3) local and regional service

bureaus. Each segment and subsegment, except cellular carriers,40 can be further

divided into 1) residential, 2) small business, 3) medium business, and 4) large

business.41 Providers in all these segments and subsegments face strong competition

from CPE (u., answering machi~s).42 service bureaus compete in the voice

messaging market by using both Iive-operator and automated answering services.43

The BOCs and independent LEes have been the primary force behind the

development of the residential voice messaging market.44 In 1986, when the BOCs

were subject to structural separation requirements, there were virtually no

network-based voice messaging services and, thus, virtually no residential market.45

Live-operator services were too expensive for most people to use. By 1990, thanks to

the development of network-based services, the residential end-user market accounted

for 16 percent of voice messaging service revenues. Now that figure has risen to over

31 percent and is expected to continue to rise.<16 The residential market, however, still

poses great challenges and opportunities for network-based competitors because this

40 Cellular carriers do not distinguish their customers in this manner.
41 Frc.t & Sullivan, p. 1-3.
42 .. id.. at 1-7, 3-19, 5-17, 5-27,~, 6-11, 6-12.
43 See id.. at 1-2, 2-9,5-2, 5-S3, 5-80, 8-6.
44 Insight Research, p. 44; Frost & Sullivan, p. 1-4.
45 ..CHI! PbeM I Bagort and Order, para. 90.
46 Frost & Sullivan, p. 3-16.

15



market "is still dominated by telephone answering devices, which are relatively

inexpensive.·...7 Competition between answering machines and n~ork·based voice

mail providers has further benefited consumers because anawering machine

technology has been improved to provide features similar to those available through

voice mail, ~, date-time stamp and multiple mailboxes on the same machine. End

users with personal computers may also use PC boards that provide "a number of

communications capabilities, such as voice mail, fax mail, and electronic mail.....,48 As

noted above, fierce competition is expected from mobile voice mail. In addition, cable

TV companies represent tremendous potential competition in this market.49

The BOCs' ability to serve the large business voice messaging market is

limited by the MFJ restriction on BOC interLATA services. Large businesses with

widespread locations often can more efficiently satisfy their needs by choosing

providers such as Mel or national service bureaus.

The BOCs' ability to use network-based services to meet the needs of

medium-size businesses also is limited. These customers are likely to continue to rely

primarily on CPE.50

In the face of these continuing market forces, the BOCs and independent

LECs have played an extremely important role - providing price competition which is

helping to rapidly expand the market for all providers. Frost & Sullivan estimates that

from 1990 to 1993 the number of voice mail boxes in use rose from 2.9 million to

47 kl at 1-7.
4Ikl
49 sa is:L at 5-36.
50 S. is:L at 5-12.
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6.9 million, and that by 2000 the number will reach 22.4 million. Frost & Sullivan

attributes this rapid growth to "a more competitive market, driven by the lower-priced

voice messaging offered by the RHCs and independent LECs. ,,51

This price competition from BOCs and independent LEe. has caused all

providers to seek new ways to meet customer demands by exp8nding, converging, and

integrating service offerings. Frost & Sullivan explains this development as follows:

Most of the providers in the total market are moving away
from voice messaging as a stand-alone service, and are
introducing other enhanced communications services to
increase their competitiveness. Because prices have
decreased for voice messaging services, providers are
finding new services and new ways of packaging voice
messaging with other services in order to differentiate
themselves from the competition and sustain revenues.

Many of the large service bureaus, nationwide providers,
RHCs, and independent LECs have begun offering fax mail,
fax-on-demand services, electronic mail, pager notification of
voice messages received, interactive voice response, and
other services. Even small, live answeringlvoice messaging
service bureaus have introduced other services, such as
order-taking and order fulfillment.

* * *
End-users will use the voice messaging services of the
company that provides them with a variety of other
communications services, in a package most suitable for

51 Jil at 3-11. S.* it. at 3-10, 4-5, 4-34, 4-35, 5-5, 5-6, 5-14, 5-56. For
instance, Frost &Sullivan points out: 'Ttgon, a nationwide service bureau that charged
an average of $15 to '25 per month for business voice messaging in 1992, lowered its
monthly mailbox fees to the $10 to $20 range in 1993. The price reductions place
Tigon's voice messaging in line with what most RHC. and independent LECs charge
for business voice messaging. With volume discounts, the monthly fees can be much
lower. Advanced Communications, a local voice messaging and live answering service
bureau, also lowered its fees for stand-alone voice messaging. In 1992, fees averaged
$15 to $25 per month, and in 1993, they ranged from $15 to $21 per month."
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their needs, whether these are international messaging
capabilities or local residential voice messaging services.52

Thus, the Commission's Computer III policy is working. Consumers are getting

new and lower-priced service options, packaged the way they want them, as the result

of fierce competition. In order for this competition and the resulting consumer benefits

to continue, the Commission's Computer III policy must continue.

III. OUR ,.MMrcI • THIINHANCED IIRVICEIIlABKET IS
-.,mHO CONIUIIERS

We have developed and continue to evolve a number of beneficial

applications of our voice mail, voice store and forward, and electronic

messaging/videotex gateway53 enhanced services. This progress is consistent with the

Commission's Computer III goals and has been made possible by its Computer III

policy of allowing BOC integration.

52 Jil at 3-23,3-24. Odel, a nationwide service bureau, provides voice
l118ISaging service that includes "two-way messaging, TlgonANSWER call answering
without switch integration, integration of a customer's t.phone system with a Tigon
Network Center, autorMted attendant, verbal bulletin board, voice forms, local or toll­
free acce8S for external calers to leave mesuges directly in the customer's mailbox,
and paging." OIL, at ......2.) VoiceCom Systems provides voice messaging with fax
mail, interactive voice I'MPOnte, audiotex, long distance, conference catling, and 1-800
numbers. (ld.. at 4....3.)

53 Electronic me....ing and videotex have converged, and there are no clear
distinctions between them or their various applications.
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B. IN Growth QlTbI ....ood "'vh 1IItM
AMI ...... E.'I'I Tbt ""20' Of Non "' Ulrd.

ITAA and NAA 88lert that the growth of the enhanced servicea industry

and the presence of large ESPs does not help support the granting of structural relief

for the BOCs.58 They are wrong. First, the growth of the market during the years that

the BOCs have been allowed to provide integrated enhanced services provides

evidence that the BOCs have not harmed ESP competition and that the BOCs'

presence has, in fact, helped stimulate the growth of the market. This growth is

accelerating. For instance, since the filing of our comments, "eight of the nation's

biggest newspaper chains...formed a national network that links local newspaper online

services throughout the country. ,,57

Second, the presence of large ESPs ensures that any BOC attempt to

discriminate would be followed by a complaint to the Commission. Prodigy speculates

that no formal complaints have been filed against the BOCs at the Commission

because of the costs involved with fighting against companies such as the BOCs which

have large resources.58 This is ironic given that Prodigy is owned by Sears and IBM.

Prodigy does not describe any complaints that it would have brought but for this

supposed fear of facing large companies.

58 ITAA, p. 37; NAA, p. 16.
57 -Big Newspaper Chains Riding the Internet," San Francisco Chronicle, April

20,1995, p. 01.
58 Prodigy, p. 2.
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""1 ,ni.or to e-£.i....r llara1lall; Ciady Z. .eMIIIa.ut. Leaal
'4.1.or to Ca.al.i....r Jarrett; .,1111.. Q. I&rrl.....ior £4.i.or to
eo.i••ioller Qu.llo; Ilwrd II. rir••t ••• c1a1.f of tlae e-on Carrier
lur.au; carl D. Lava_, DeputJ hr.au CIU.f ('o11q) aDd J ..e. D•
• ch1ichtlq, Act'" CIli.f, '011q ad 'rolr.. 'lA111l1D& 11.1.iol1.

IIr. lpet.ln rni••eS 'acific ••11'....1tion r..ardl.. Op.ration
IuJport I,..t.... Cut..r fro,d.tary ..tvork Illfomatioa 111 tile OllA
,roc.adiDI. th••ttach.d _t.rlal .. _ad •• til....i. for .i.cu••ion
.t til......tina.. '1.... iIlclude tIlla doc_at ill til. abo.e
referac.eS docket.

Iu. to til.....r of ac:badulad ••tiDa., it va. Ilot ,.••lble to flle
thi. a part. DOtiC' .. the _.th •

• inc.rely,

cc: rd J. baldy
E th loblaa_
»l-.e J. Com.ll
CllM1y Z. 'choIIhaut
Villi.. G. "rria
Ilebard II. rir••tone
carl D. Lavaon
J.... D. 1ch11ctlna
'te.. Goro.h
lo,lu .arrllon



Computer Inquiry II - Separate Subsidiary Requirements

Separate PftIIOftftel
-

Separate PacIlities,
-

No Acce18 to Operational
Support Systems

-
Separate Offi.....

-
No Access to Subscriber

Information

Purchase Tariffed Services

AbUity 10 Offer
Enhanced Serri~es



Computer Inquhz nI - Removal of Strudural ~aration

The FCC broadly reopened the enhanced services issues acldreMed
in Computer n becautIe "the definitiolls _d Itradural separation
reqaiJotenls sovemins ATttT anel the WOCs have~'y
i"".iml CO"'''''''Clltimts qficif!llcy" and beeaufle the result of
structural .,...men "can be (and has been) to tlmy tile"""'ie
SWDica that, at leut in the past, ~ould not be provided ex~ept

tluouJb such in..tion."

- Docket No. 85-229, Notice ofProposttl
Rulemalcing, Released August 16, 1985

~



____C_o_m_puter Inquiry III Created Equilibrium

Safeguards
I \

Comparably Efficient
Intemtnnectien

-
OpeD Network

Architecture
-

AccountinB Safeguards
ParlM

-
CPNI Notification

-
Network Disclosure

-
PlOYisionins Ie

Maintenance
Tracking It Reporting

Operational Efficiencies
I \

Ability to Offer
Ellhancecl Services

-
Shared Facilities

-
Access to Operational

Support Systems
-

Shared Sales P~nnel
-

Shared Maintenance
Personnel

-
Access to SublcnDer

Information
(Implied Consent)



Computer Inquiry III Created ~quilibrium

"We haft carefully desipecl these ftOnstractaral sa&pards to pennit
AT.T and the BOCs to provide new, intesratecl services, to permit
competiton to achie.e~. equal efficiendes in offerinS sfmDar products,
and to control anticompetitive pradices."

- Docket No. 85-229, Report and Order,
Released June 16, 1986.

"



Erosion of CI-III Equilibrium

-
Shared MalJatenance

Personnel

Operational-Efficiencies
II DI •

Ability to Offer
Enhanced Services

Freel...
U""n

RaMw

-
-

-
PasswordllD

-

Price Parity

-

Safejuards
II ,..

Open Network
Architecture

CPNI Notifiadion

Network Disclosure

Pnmsionins~
Maintenance

TraddRs .. ReportiDs
1ft:

Accountias SafeBuards
Part 64


